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Capital Flow & Future Investment in Hotels in a Post Pandemic World  
 







 As the current economy evolves, the sources of capital are also changing. By following 
the flow of capital, one can understand not only the current market conditions, but also how 
society views itself through what investors deem important in the future. Investor sentiment 
about certain sectors is ever-changing, and in real estate (especially within the hospitality 
sector) it is best to examine this situation from a granular perspective in order to understand 
how the landscape is adapting to the new normal. 
Global commercial real estate capital investment increased by 23% quarter-over-quarter 
during 2020, according to CBRE. Overall, however, Q3 was still down by 48% year-over-year. 
Year-to-date global volume is down by 31% from 2019 (Barkham, 2020).  Although, this past 
   
 
   
 
quarter may seem negative, the market has growth opportunities: capital sources are not 
unavailable for operations or asset-level financing – this of course depends on the asset type. 
Capital for traditional real estate asset classes (e.g. industrial and multi-family) or corporations 
(REITs and asset managers) is still coming from the banking industry and private investment.  
Many who specialize in other asset types, such as those financing hotels or who do not have as 
diverse of a portfolio, will have to consider looking elsewhere for new investment 
opportunities; otherwise, they must understand how both lending institutions and private 
equity firms are actively reassessing the value of their capital.   
In the U.S., the newest route for an injection of cash is the use of federal programs. To 
combat rampant layoffs and unemployment stemming from the COVID-19 pandemic, the 
Paycheck Protection Program (PPP) was executed in April 2020 to incentive businesses to retain 
employees, and it can generally be considered as an overall success (NFIB Research Center, 
2020). The next question becomes “What is the accessibility of such capital?” An example of 
available-but-inaccessible capital was the Main Street Lending Program (MSLP). During New 
York University’s annual International Hospitality Industry Investment Conference, many hotel 
CEOs agreed that the requirements to obtain MSLP financing make it nearly impossible for any 
large hotel company to participate in this program (NYU International Hospitality Industry 
Investment Conference Videos: The CEOs Check in: The New Norm/an Industry Update, 2020). 
The most unfortunate restriction was that businesses could not be participants in the 
commercial mortgage-backed security (CMBS) loans market. Hotel owners can find value in 
using the MSLP to satisfy the mortgage which secures many of the CMBS products. This would 
help keep the hospitality CMBS market liquid; however, with the structure of the MSLP, hotel 
   
 
   
 
owners are unable to use the fund should they already engage in CMBS. This prohibition 
effectively eliminates MSLP access for sophisticated hotel companies and investors, like Hilton 
and Marriott, who understand how to diversify their sources of funds.  
Traditional asset classes, such as multifamily real estate, are still able to get a healthy 
supply of investment. Other assets are also seeing investment: built-to-suit and data centers 
are expanding rapidly. Senior housing real estate is constantly growing, along with last mile 
distribution centers, such as those locally operated by the Amazons of the world.  As 2020 ends, 
signs of recovery are seen in real estate investment. Investors are thinking about what the new 
post-pandemic landscape will looks like.   
For the hotel industry, it is more challenging than ever before, but how does one 
approach investment in this asset class today? The industry is in an anemic state, as global 
investment in hotels is roughly 50% of last year's performance (Barkham, 2020). With that in 
mind, those developing and purchasing hotels who want access to capital will need to be more 
creative. This will lend itself toward a surge in financial innovation and potential strategic 
changes.  
Lending, Banks, and CMBS: What Does It All Mean for Hotels? 
 
Banks can be a challenging investment source when deploying capital to hotels. 
Understandably, the nature of a bank is to protect its balance sheet while making smart risk-
adjusted returns on capital. Hotels (for the most part) are considered far too risky for many 
banks, as they are labor-intensive.  In addition, a hotel's revenue sometimes is not derived from 
the real estate's primary use. However, hotels can have strong returns through efficient 
operation and a defined investment strategy. During the second quarter of 2020, there was a 
   
 
   
 
shift from acquisitional lending to restructuring services (Guichardo, 2020). More conservative 
banks started shifting credit earlier in 2020 to bolster their balance sheets proactively, prior to 
companies reaching out. Banks are now working with different financial products to try to keep 
hospitality companies liquid. The bond market, including convertibles, has ramped up – giving 
much-needed liquidity to hospitality companies. Hilton CEO Chris Nassetta anticipates that 
companies could actually emerge from the crisis stronger by being leaner and more efficient 
(McCune, 2020). Restructuring for efficiency is a positive trend from a lender or investor 
perspective. Reflecting on where we are presently in 2020, and in the context of the industry's 
general seasonality, it is understandable that capital can be scarce through this traditional-yet-
reliable banking channel. 
Although not directly thought of as capital, the CMBS market is critical in how loans 
(access to capital) are structured for larger hotel companies and for the hotel market as a 
whole. While CMBS is a very complex security, here’s what the industry should be aware of in 
simple terms:  
• CMBS are secured by commercial real estate mortgages, which are pooled 
together into trusts. 
• By their nature, CMBS mortgages act as collateral for a security, meaning one 
receives the benefits if the collateral is acting properly (making mortgage 
payments) or benefits are excluded if it does not act properly (loan default). 
• The loans in a trust are sold as bonds (fixed income instruments), meaning the 
investor who purchases them requires a standard rate of return. 
   
 
   
 
With this basic understanding, a collective decision should be analyzed where a 
company or an entire industry could default on mortgages.  In the CMBS space, investors who 
buy the security, rely on people and companies paying their mortgage. Today, considering how 
COVID-19 has drastically affected highly labor-intensive businesses like hospitality, it is easy to 
see how defaults can potentially happen. In the 2000s, many of the loans that made up CMBS 
were related to multifamily real estate. Today, commercial asset classes (e.g. hospitality, retail, 
office, and industrial) make up most of the market. Companies that are not liquid enough could 
default on the mortgage, which would spiral to create defaults on the security itself. With all 
that in mind, it is easy to see why hotel lending, from a bank or traditional lending institution 
might be difficult.  
Private Equity: Time to Adapt to New Rules and New Opportunities  
Although traditional capital channels (e.g. banks and lending institutions) may be scarce 
for securing credit at this time, the private equity space is looking at 2020 as an ultimate 
opportunity. According to JLL, at the end of 2019, private funds raised roughly $4 billion in 
committed capital that was not deployed (termed “dry powder”) but instead ready to use on 
distressed assets (Guichardo, 2020). Capital deployment in the private equity space is changing: 
Starwood Capital CEO Barry Sternlicht was quoted saying so in Skift: "Underwriting is going to 
be different than the underwriting we had before, there's a lot of stuff we'll pass on right now" 
(Sperance, 2020).  Starwood is looking to diversify its hotel assets with a renewed focus, more 
on extended stay property. Starwood Property Trust holds 20% of its portfolio exposure in 
extended stay hotels (Sperance, 2020).   
   
 
   
 
Industry professionals indicate an emerging theme: the velocity of transactions is a bit 
slower. Many owners and operators are dealing with loan workouts and trying to navigate the 
return to “normal”, pre-pandemic business operations. It is important to note that hotel 
valuations are not as compressed as the market might suggest, although they are still 
discounted compared to the market highs in 2019.  Presently, owners are trying to hold onto 
properties rather than sell them; this avoids deep discounts and could help maintain real estate 
values. The changing markets in cities and the stagnation of business demand has led to a surge 
of hotels closing. Such closures in Class A locations lead to great opportunities for private 
equity: the assets can be acquired at a far lower price, and firms are able to inject capital for 
redevelopment.  
Private equity is changing how the hospitality industry is examined, since the industry is 
shifting and evolving. Traditional hotels are not the only source of value; the hospitality industry 
is converting to other service outlets. Healthcare, specifically senior living, is becoming more 
like traditional hospitality operations. Many real estate companies are looking to capitalize on 
this space, although it is expected that the long-term demand could be more restrictive, as this 
is already a high build-out industry. Private equity firms can strategically hedge investments in 
the market right now, which could define how the industry recovers and drive focus toward the 
needs of investors.  
While COVID-19 is medically unprecedented, we believe that the economic recovery will 
be akin to an unexpected event versus a typical cyclical recession. On the path to recovery, 
investors should consider (a) how quickly macroeconomics will restore consumer confidence 
and discretionary spending and (b) how long it will take transient travelers to gain public health 
   
 
   
 
confidence and resume traveling. While capital is inexpensive, the funding might be challenging 
for the foreseeable future through traditional channels. The real question is this: Will the banks 
be open to lending traditional credit as investor sentiment begins to shift, and as a vaccine 
becomes more imminent in early 2021? Private equity firms that focus on hotel investments 
should look at general valuation suppression as an opportunity, keeping in mind the velocity of 
transactions has slowed. This balance will be critical to navigating private equity’s future 
engagement with the industry. As private equity and asset managers investigate using their 
capital, they will be investing in products that have less seasonality yet offer a unique value 
proposition. For one, we are keeping an eye on how technology changes in the industry (e.g. 
subscription-based hospitality platforms and new channel distribution technology) and on how 
operationally-heavy assets handle the changes in the marketplace. The opportunistic investor 
will be seeking to capitalize on the new normal of the pandemic. While the specifics of the 
recovery are still very much unknown at the time this article is published, we do think that 
initial recovery will be slower, but that it will snowball with gains as a new normal establishes. 
 
The authors wish to acknowledge Alec N. Dalton for his contributions to this article.  
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